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The aim of this paper is to study tax compliance behavior of 
self-employed taxpayers in Kuala Lumpur, Malaysia and 
how economic factors of inflation and tax rates as well as 
non-economic factors of tax knowledge and tax deterrence 
could influence compliance behavior. Basically, those 
previous studies have merely focus on small and medium 
enterprises and less of them conduct the relevant research 
on self-employed population in Malaysia. Simple random 
sampling technique is adopted and there were 150 of self- 
employed taxpayers had randomly selected from Kuala 
Lumpur to participate in this study. Questionnaire survey 
was conducted through online distribution method. 
Hypothesis testing is carried out with the implementation 
of Multiple regression and Pearson correlation analysis. 
The results from regression analysis revealed that tax rate 
and tax deterrence have significant relationship with tax 
compliance behavior of self-employed taxpayers. However, 
the regression analysis indicates that inflation and tax 
knowledge are insignificant to compliance behavior. The 
findings in this paper are supported by other studies in 
literature reviews in Chapter 2. 
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INTRODUCTION 

In Malaysia, different kinds of taxes such as Personal and Corporate Income 
Tax, Real Property Gain Tax, Goods and Services Tax (GST) and so on are implemented 
in the country. Therefore, a fair and effective tax system is developed to collect tax 
revenues from citizens. Upon collection of tax revenue, government carries 
responsibilities of distributing the revenue through public welfare, investment and 
other approaches that aimed to develop the country. In fact, tax collection assists to 
finance public expenditure of a country. Although paying tax is the legal 
responsibilities of every citizen, the government still couldn’t ensure all citizens will 
have good sense on their tax duty obligation. In other words, tax noncompliance and tax 
evasion still can happen. 

Although the total tax revenue collected by Malaysian government had 
increased throughout three years where increased from RM155,952 million (2013) to 
RM171,770 million (2014) to RM183,378 million (2015), the percentage of Gross 
Domestic Product (GDP) had dramatically declined throughout three years where 
declined from 21.6% in 2013 to 20.9% in 2014 to 20.0% in 2015. Gross Domestic Product 
(GDP) rate is a monetary value serves as an indicator for measure the overall economic 
health of a country. Thus the percentage of GDP of Malaysia indicates that Malaysia’s 
economic health is decreasing from year to year. 

The total revenue paid by citizen is not performing in a stable trend as showed 
by Figure 2. Moreover, percentage of GDP had been declined continuously throughout 
the three years as well. It declined from 21.6% (2013) to 20.9% (2014) to 20% in 2015 
(Khairul, 2014). Yet, federal tax paid was revised down to 34.2% in 2013 as showed by 
Figure 2. Referring to Figure 3, a total of RM35.1 billion tax non-compliance cases were 
disclosed. However, Inland Revenue Board Malaysia was just able to solve 1.9 million 
tax evasion cases in 2012 (hasil.org.my, 2013). As the number of solved cases is low, it 
indicates the government should put more efforts in overcoming phenomenon of tax 
non-compliance. 


1.1 Literature Review 

1.1.1 Definition and Extent of Tax Compliance 

Tax compliance is referring to the degree that taxpayer complies or fail to 
comply with the tax regulations in their country. Voluntary tax compliance behavior 
can identified through filling compliance, reporting compliance and payment 
compliance (Bello, 2014). As such, the definition of tax compliance is not limited to the 
actual amount of tax payable that the taxpayer required to pay to the tax authority, it 
also covering initial procedure of filling of tax return, reporting all taxable income as 
well as tax liabilities (Bello, 2014). Level of voluntary tax compliance of taxpayers is 
associated with the tax deterrent measure and tax awareness of taxpayer. Tax 
compliance can be improved if the tax system is administrated tightly and strictly 
through law enforcement and imposition of penalty toward taxpayers who are found 
guilty of committing tax evasion. 
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1.1.2 Non-Economic Factors 

1.1.2.1 Tax Knowledge 

The findings of Nzioki, and Peter (2014) indicate that tax knowledge and 
education has significant positive effect on tax compliance in Real Estate Sector. An 
increase of tax knowledge level can lead to the increase of tax compliance level. They 
also suggested that improve awareness of taxpayers with regards to their tax 
obligations can be better improved through enhanced tax education services rather 
than just provide them simple guideline on filling tax returns. 

Mukasa (2011) agree that tax knowledge has a significant positive relationship 
with tax compliance behavior. As the result from their research, higher tax knowledge 
is expected to lead to higher compliance rates and lower tax knowledge lead to lower 
tax compliance rate in adverse. The survey among small and medium registered 
taxpayers operating in Kampala central division found that low tax knowledge is one of 
the significant factors which contributed to less compliance. This is because lack of 
knowledge of tax law coupled with inadequacy of taxation books in layman terms to 
guide them which will contribute to unintentional tax non-compliance. 

In the findings of Mukhlis, Utomo and Soesetio (2015), there is a positive and 
significant relationship between tax education on tax knowledge and tax compliance on 
Handicraft SMEs Sectors in Indonesia support the above statement and note that there 
was a positive significant relationship between taxpayer’s tax knowledge and tax 
compliance. The taxpayers who have equipped with the sufficient tax knowledge are 
able to access their tax liability correctly ad file tax return forms on time. Taxpayer 
cannot be expected to submit complete, proper tax returns accurately unless they have 
sufficient knowledge to understand the system. 

Kasipillai, Aripin, and Amran (2013) found that there is a significant negative 
relationship between tax knowledge and compliance behavior. They claim that the 
increasing knowledge of tax such as audit process and tax regulations expose taxpayers 
the opportunity to evade tax. In other word, taxpayer who has higher level of tax 
knowledge is well-know about the loophole in tax regulation and system know the legal 
way to reduce or even avoid tax. From their research, they found that tax compliance to 
be higher for taxpayers who were less well educated and older. 

1.1.2.2 Tax Deterrence 

The findings of Wilks and Pacheco (2014) indicated that intentions of taxpayer 
to comply tax were higher and intentions to evade tax were lower when deterrence 
power was high. The respondents of their research more likely and willing to comply 
with tax law if authorities were fair and having higher ability to detect and penalize tax 
evader. According to their findings, effect of authority’s power to detect and punish tax 
evader was significant on enforced compliance but not on voluntary compliance. 

In the study of Sapiei, Kasipillai, and Eze (2014) found that there is a significant 
negative relationship between tax deterrence sanctions and tax non- compliance 
behavior. In this study, tax deterrence sanctions such as probability of being audited, 
severity of penalties are determinants of non-compliance behavior such as under¬ 
reporting of income and overall non-compliance. 
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Anyaduba, Eragbhe and Kennedy (2012) discovered that deterrent tax measures 
in Nigeria are not significantly assist in promoting tax compliance in Nigeria. 

Loo, Mckerchar and Hansford (2009) discovered that increase of perceived 
detection will significantly impact taxpayer’s decision to comply with the tax law, due to 
their fear of being audited or penalized. As result, taxpayers will still comply with the 
tax law even though certain amount of them is not satisfying with the current tax 
system. Thus, the findings of Loo, Mckerchar and Hansford (2009) do significantly 
contribute to the understanding of taxpayers’ behavior. 

Ali, Fjeldstad, and Sjursen (2013) found that economic deterrence has significant 
relationship with compliance attitude of individuals in South Africa and Kenya. As 
result of their findings, one unit increase on perception to the enforcement that lead 
evasion more difficult to be made, increase likelihood of tax compliant attitude by 5% 
and 8% of in Kenya and South Africa respectively. 

1.1.3 Economic Factor 
1.1.3.1 Tax Rate 

The study of Sour (2011) proved tax rates influenced level of tax noncompliance 
positively. It mentioned high tax rate significantly caused greater tax noncompliance 
especially when the taxpayers had aware the tax rates they were paying was actually 
higher than the average tax rate that others paid. Taxpayers might perceive the tax 
system is unfair to the extent they assume they shouldn’t comply with it. Due to 
negative perception of tax structure that applied high tax rates, taxpayers manipulated 
reported income by conducting “creative accounting” to reduce certain percentage in 
tax. 

Edelbacher, Kratcosk and Dobovsek (2015) justified the relationship between tax 
rate and non-compliance is significantly positive. As expected, one would engage in 
higher tax noncompliance at higher tax rates than lower tax rates. 

Rosmaria Jaffar @ Harun et al. (2014) mentioned although corporations are 
upset regarding the high income tax rates, the authors indicated it still did not 
encourage corporations to against the tax law. However, it had motivated corporations 
to explore opportunity of reducing tax payment. Thus, the study suggested tax 
authority to bring down tax rates for purpose of encourages more voluntary compliance 
among taxpayers. If taxpayers are not overburdened by tax obligations, this in turn 
declined tax noncompliance significantly. 

Slemrod (2007) and Palil (2010) argued regardless the tax rate is high or low, it 
still had no impact on noncompliance behaviours of taxpayers. The study claimed a low 
tax rate will not necessarily decline tax noncompliance. Yet, raising marginal tax rates 
will neither encourage taxpayers to conduct more evasion as well. Both studies stated 
the significant relationship between noncompliance and tax rate was still uncertain. 
This is because differences of tax rates can be manipulated for different objectives of 
particular policy. 

The findings of Mas'ud, Alhaji Aliyu & Jibreel Gambo (2014) shows that there 
is significant negative correlation between tax rate and tax compliance among 
population in Africa. 
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1.1.3.2 Inflation 

According to Maria Jesus and Judith (2013), the study described real value of 
nominal disposable income will be impaired as inflation cost in inflation period. 
Because of the inflation cost, it increased average cost of livings to the extent it caused 
taxpayers to adopt the decision to evade tax. Through tax evasion, taxpayers gained 
benefit of restoring their purchasing power with every dollar held in one hand. The 
study stated inflation influenced purchase power of individuals and thus induced tax 
noncompliance positively. 

According to Ngotho and Kerongo (2014), taxpayers’ monies were restricted by 
inflation and had caused impact of taxpayers and corporations had less money to pay 
tax. Due to this phenomenon, it was reasonably to assume tax noncompliance rose 
accordingly when inflation increased. On the other hand, if the inflation condition has 
slowed down, the level of tax noncompliance will declined as well. Therefore, it is 
concluded although the study has suggested inflation had significant effect towards tax 
noncompliance, the study findings gathered were not material enough to be 
categorically related to tax noncompliance. 

According to Lucotte (2010), the study used Tanzi-Oliver a effect to investigate 
relationship of inflation towards tax noncompliance. In fact, Tanzi-Olivera effect is used 
to indicate decreased volume of tax collection which affected by high inflation a country 
experiences. The study demonstrated tax collection will increase which means tax 
noncompliance has declined when the inflation rate is low. In the meantime, 
inflationary financing requirements will decline accordingly as well. On the other hand, 
a trend of rising non-compliance will be generated when hyperinflation occurs. This in 
turns creates the increasing of inflationary financing requirement. Hence, the study 
concluded inflation did not affect tax noncompliance but it was a main by-product of 
inflation. 

1.2 Research Objective and Hypotheses Development 

Hypotheses statements had developed into two ways: Null hypothesis (Ho) and 
Alternative Hypothesis (Hi). Research Objectives and Hypothesis of the study have 
constituted and developed as follow: 

1.2.1 Deterrent Tax Measures and Tax Compliance Behavior 

Research Objective: To examine the relationship between tax deterrent and tax 
compliance behavior among self-employed taxpayers in Kuala Lumpur, 
Malaysia. 

Hypothesis: 

Hoi: There is no significant relationship between Deterrent Tax Measures and 
Tax Compliance behavior of Self-Employed Taxpayer in Kuala Lumpur, 
Malaysia. 

Hil: There is a significant relationship between Deterrent Tax Measures and 
Tax Compliance behavior of Self-Employed Taxpayer in Kuala Lumpur, 
Malaysia. 
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1.2.2 Tax Knowledge and Tax Compliance Behavior 

Research Objective: To examine the relationship between tax knowledge and 
tax compliance among self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hypothesis: 

Ho2: There is no significant relationship between Tax Knowledge and Tax 
Compliance behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hi2: There is a significant relationship between Tax and Tax Compliance 
behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

1.2.3 Tax Rate and Tax Compliance Behavior 

Research Objective: To examine the relationship between tax rate and tax 
compliance among self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hypothesis: 

Ho3: There is no significant relationship between tax rate and tax compliance 
behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hi3: There is a significant relationship between tax rate and tax compliance 
behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

1.2.4 Inflation and Tax Compliance Behavior 

Research Objective: To examine the relationship between inflation and tax 
compliance among self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hypothesis: 

Ho4: There is no significant relationship between inflation and tax compliance 
behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

Hi4: There is a significant relationship between inflation and tax compliance 
behavior of self-employed taxpayers in Kuala Lumpur, Malaysia. 

1.2.5 Theoretical framework for development of hypothesis and research 
objective (Self-made, 2016) 

Dependent Variable (DV) Independent Variable (IV) 
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MATERIALS AND METHODS 

2.1 Research Sampling Design 

With adoption of simple random sampling techniques, Wilayah Persekutuan 
Kuala Lumpur is selected as geographical area to conduct the research. .Simple random 
technique is also adopt when selecting respondents no matter what kind of 
demographic background they are belongs to, as long as they are self-employed 
taxpayers. 150 self-employed taxpayers in Kuala Lumpur are selected as the sample 
size. These individuals’ incomes are subject to under provision of Income Tax Act 1967 
(ITA 1967). 

2.2 Data Collection 

Researcher conducted primary research through distribute questionnaires 
electronic form, Google Forms where the researcher will share or send the online 
questionnaire link through e-mail or social networking websites such as Facebook due 
to reach respondents. Respondents will click in the online questionnaire link to answer 
and submit their responses in platform of Google Form. 

Secondary research is conducted to collect information from journal, article that 
has been published or organization records, survey and annual reports and used in 
literature review in this paper. 

2.3 Questionnaire Design 

In the questionnaire, questions are prepared and thereby have been classified 
into 6 sections. Section A is used to record demographic background of respondent such 
as gender, income level, educational level and ages. The questions under Section B are 
designed to seek information on perceptions of respondents toward Deterrent Tax 
Measures while section C is questioning about level of tax knowledge owned by 
respondents. Section D focuses on perception of respondents towards current tax rates 
and Section E tests how is the happening of inflation would affects taxpayers to pay tax 
or not. Lastly, questions under section F are about tax compliance behavior has 
designed into hypothetical questions for the purpose of reduces sensitive nature of the 
question so that the respondents can give more accurate and truthful responses without 
under pressure circumstances. 

2.4 Measurement of Variable 

Design of questionnaire involved several types of scale which are nominal scale, 
ordinal scale and Likert scale. In this research, nominal scale is used in session one 
such as gender, education level and marital status. Meanwhile, interval scale has used 
to measure age group and household income of respondents. Likert scale is applied to 
test the rest of questions in the questionnaire. Researcher employed the 5-level Likert 
scale to measure attitude or opinion of respondents to a series statements stated in 
session two of questionnaire (Harry N. Boone and Harry N. Boone, 2012). The 5-level 
Likert scale as following shown: 

1. Strongly Agree 

2. Agree 
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3. Neutral 

4. Disagree 

5. Strongly Disagree 

The list of measurement items for investigating effect of non-economic and 
economic factors on tax compliance behaviors are shown in Table below: 


Table - 1: Lists of Measurement Items and Sources of Items 


VARIABLES 


ITEMS 

SOURCES 

Tax Rate 

TRl 

I think the current tax rate is 
considered fair for every 
taxpayer. 

Ser (2013); 

Tatenda (2014). 

TR2 

If tax rates are reduced, I believe 
that more people would be 
encouraged to pay their taxes. 

TR3 

I would be motivated to pay taxes 
if tax rates are reduced. 

TR4 

Income tax rate does not affect 
my decision on tax non- 
compliance. 

Inflations 

IFl 

I think levels of inflation 
influence taxpayers’ perception to 
pay taxes. 

Ohene & Kwabena 
(2011); 

Mohani (2001). 

IF2 

I think low inflation level triggers 
corruption and thus leading to 
tax evasion and avoidance. 

IF3 

I think high inflation level 
triggers corruption and thus 
leading to tax evasion and 
avoidance. 

IF4 

I would pay tax if Government 
should therefore aggressively 
tackle the inflationary trend. 

Tax Deterrent 

measures 

PTD1 

I believe that appropriate 
punishment of taxpayers who fail 
to keep records will increase my 
compliance level. 

Wenzel, M. and 
Thielmann, I. (2006) 
Aim, J., Jackson, B.R. 
and Mckee, M. (2009) 

PTD2 

I believe that the penalty is 
capable of deterring future 
similar failure. 

PTD3 

I believe that the penalized 
offender above will not fail to 
keep records again. 

PTD4 

I believe that the high probability 
being audited can encourage 
future compliance from compliant 
taxpayers. 
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PTD5 

I believe that when possibility of 
being audited by tax authority is 
high, the higher capability of 
deterring future similar failure. 


Tax 

Knowledge 

TK1 

I know how to declare actual 
income received from all sources 
to the tax authority. 

Nzioki, P. and Peter, 

O. (2014) 


TK2 

I know how to keep 
records/documents pertaining to 
income and expenditure for a 
period of seven years after 
submission of the tax return. 



TK3 

I understand that I should pay 
taxes due within the prescribed 
period from the date of issue of 
the Notice of Assessment or 
within the stipulated period. 



TK4 

I know that, I should obtain a tax 
payer identification pin number. 



TK5 

I know that which income should 
be included or excluded in 
determining the taxable income. 


Tax 

Compliance 
Behaviour 
(level of non- 
compliance) 

Cbl 

4.1 Level of tendency in under¬ 
reporting of income 

Sapiei, N., Kasipillai, 

J. and Eze, U. (2014) 

Cb2 

4.2 Level of tendency in over¬ 
claiming expenses 



2.5 Data Analysis Technique 

Internal consistency reliability analysis is carried out by running Cronbach’s 
alpha test before the questionnaires items to be employed as test for the research in 
order to test validity, consistency and reliability of the questionnaire items that are 
used to define scale (Tavakol, & Dennick, 2011). Minimum acceptable score to be 
deemed as reliable for Cronbach’s alpha is 0.70 (Tavakol and Dennick, 2011). This 
method is suitable for research questionnaire that contains Likert scale questions 
constructed in ranges from “Strongly Disagree” to “Strongly Agree”. 


Source: Allen (n.d.) 


a = 


n l IVi \ 

n -1 \ Vtest) 


- n = number of questions 

- Vi = variance of scores on each question 

- Vtest = total variance of overall scores (not 
%’ s) on the entire test 
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A Multiple linear regression model was used to predict tax compliance behaviour 
by using the four independent variables in the study: tax knowledge, deterrence tax 
measures, tax rate and inflations. Significant P-value and 6 coefficients for each 
independent variable generated from model in order to test each hypothesis under this 
study. Significant level are tested at 95% of confidence level. The formula below 
illustrates the regression model which is used in this study: 

CB = a + Pi tk + [$2 ptd+ /?3 TR+P 4 IF + e 

Where: 

CB = Tax compliance behaviour 
a = constant 

01, ]32 03 and 04 = Coefficient indicating rate of change of tax compliances as 

tax knowledge, tax compliance costs and tax deterrent measures. 

tk = Tax knowledge 

ptd = Tax deterrent measures 

TR = Level of tax rates 

IF = influence of inflation on paying taxes 

E = Error term 

Pearson’s Correlation is used to measure the strength or extend of association 
between linear related variables which were collected from same respondents. The 
correlation value can be ranged from -1 to +1. This method is used to measure how one 
variable is interacted with the other variable and affecting each other. For instance, 
both x variable and y variable will be tested respectively in order to compute correlation 
coefficient (r). According to statisticssolutions.com (2016), when r = 0.0, there is no 
relationship between x and y, when r is negative, there is a negative relationship 
between x and y; when r is positive, there is a positive relationship between x and y. 
When r value is closer to 1, this indicates that there is a stronger relationship between 
2 variables. 

RESULTS AND FINDINGS 

The questions of questionnaire are constructed by using Google form. 150 
questionnaires were being issued and distributed to self-employed taxpayers who reside 
in either Johor or Selangor area (targeted respondents) through online distribution 
method. According to Raosoft.com, as mentioned in Chapter 3, 68 is the minimum from 
total responses needed to get more accurate result. 133 questionnaires are managed to 
be collected back from the total 150 distributed questionnaire, which is 88% of the 
overall response rate, achieved far more the response rate targeted by Raosoft.com. 

3.1 Demographic Information 

Respondents who participated in the online questionnaire were represented by 
56% male respondents and 44% of female respondents. 

Most of respondents (26%) participated in this research are having annual 
income range from RM24,001 - RM48,000. 22% of them earn RM48,001 to RM72,000, 
followed by income range between RM72,001 to RM120,000 and up to RM24,000 has 
18% from total respondents. 
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On education level, tertiary education is the most common highest level of 
education that completed by the respondents who had participated in this survey, stand 
39% from the total respondents. Secondary Education course are the second common 
highest education level that obtained by the respondents with the rate of 31% out of 
total respondents, followed by 25% of respondents who had obtained Diploma or 
vocational course as their highest level of education. 

As for age group, most of the respondents are self-employed taxpayers aged 
between 26 years to 35 years, 42%, stands the largest portion from total respondent. 
There are followed by 29% of respondents who fall under category of the age range 
between 18years to 25 years. There are only 3% of respondents who aged above 55 
years had participated in the questionnaire survey. The result above indicated that 
older respondents aged above 55 years are less likely to participate in the survey than 
other younger group of respondents due to the possibly cognitive ability or some other 
functional problem. 

Table - 2: Summary of Demographic Profile 


Criteria 

n 

Percentage 

Gender 



Male 

74 

56% 

Female 

59 

44% 


Income Level 



Up to RM24,000 

24 

18% 

RM24,001 - RM48,000 

35 

26% 

RM48,001 — RM72,000 

29 

22% 

RM72,001 — RM120,000 

24 

18% 

Above RM120,001 

21 

16% 


Highest Level of Education 



No Formal Education 

3 

2% 

Primary Education 

4 

3% 

Secondary Education 

41 

31% 

Diploma / Vocational course 

33 

25% 

Tertiary Education 

52 

39% 


Age 



18 years - 25 years 

38 

29% 

26 years - 35 years 

56 

42% 

36 years - 45 years 

18 

14% 

46 years - 55 years 

17 

13% 

Above 55 years 

4 

3% 


Total 

133 

100% 
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3.2 Descriptive Statistical analysis 

3.2.1 Non-economic Factors 

3.2.1.1 Deterrence Tax Measures 

The perceptions of respondents towards tax deterrence were appraised using 
item PTD1 to PTD5 and the result of the descriptive statistics on these items has 
presented as in the table below. 

Most of the respondents have their agreement on the items that tested on 
variable of deterrence measures. 61% of them agree with the statement of “I believe 
that appropriate punishment of taxpayers who fail to keep records will increase my 
compliance level”. 62% of the respondents believe that the penalty is capable of 
deterring future similar failure. 


Table - 3: Descriptive Statistics for Deterrence Tax Measures 



Questions 

Strongly 

Disagree 

Disagree 

Neutral 

Agree 

Strongly 

Agree 

Code 

Deterrence 

Measure 

Percentage 

PTD1 

1. I believe that 
appropriate 
punishment of 

taxpayers who fail 
to keep records will 
increase my 

compliance level. 

0% 

4% 

21% 

61% 

14% 

PTD2 

2. I believe that the 
penalty is capable 
of deterring future 
similar failure. 

2% 

5% 

21% 

62% 

11% 

PTD3 

3. I believe that the 
penalized offender 
above will not fail 
to keep records 
again. 

2% 

2% 

26% 

57% 

14% 

PTD4 

4. I believe that 
high probability of 
being audited can 
encourages future 
compliance from 

taxpayers. 

1% 

2% 

26% 

53% 

18% 

PTD5 

5.. I believe that 
when possibility of 
being audited by 
tax authority is 
high, the higher 
capability of 

deterring future 

similar failure. 

0% 

3% 

26% 

54% 

17% 
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3.2.1.2 Tax Knowledge 

Tax knowledge of respondents were appraised using item TK1 to TK5 and the 
result of the descriptive statistics on these items has presented as in the table below. 
Most of the respondents have their agreement on the items that tested on variable of 
tax knowledge. 62% of respondents understand that they should pay taxes due within 
the prescribed period from the date of issue of the Notice of Assessment or within the 
stipulated period whereas 56% of them know how to keep records/documents pertaining 
to income and expenditure for a period of seven years after submission of the tax 
return. However, there are 43% of respondents not really know how to declare actual 
income received from all sources to the tax authority. 


Table - 4: Descriptive Statistics for Tax Knowledge 



Questions 

Strongly 

Disagree 

Disagree 

Neutral 

Agree 

Strongly 

Agree 

Code 

Tax Knowledge 

Percentage 

TK1 

1. I know how to 
declare actual 

income received 
from all sources to 
the tax authority. 

4% 

43% 

30% 

21% 

2% 

TK2 

2. I know how to 
keep 

records/documents 
pertaining to 

income and 

expenditure for a 
period of seven 
years after 

submission of the 
tax return. 

0% 

2% 

25% 

56% 

17% 

TK3 

3. I understand 
that I should pay 
taxes due within 
the prescribed 

period from the 
date of issue of the 
Notice of 

Assessment or 

within the 

stipulated period. 

1% 

2% 

20% 

62% 

15% 

TK4 

4. I know that, I 
should obtain a tax 
payer identification 
pin number. 

2% 

8% 

38% 

47% 

5% 

TK5 

5. I know that 
which income 

23% 

42% 

26% 

7% 

3% 
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should be included 
or excluded in 
determining the 

taxable income. 







3.2.2 Economic Factors 
3.2.2.1 Inflations 

Perceptions of respondents toward inflation were appraised by using item IF1 to 
IF4 and the result of the descriptive statistics on these items has presented as in the 
table below. Most of the respondents have their agreement on the items that tested on 
variable of inflation. 51% of the respondents do perceived that levels of inflation 
influence taxpayers’ perception to pay taxes and high inflation level triggers corruption 
and thus leading to tax evasion and avoidance. 


Table - 5: Descriptive Statistics for Inflation 



Questions 

Strongly 

Disagree 

Disagree 

Neutral 

Agree 

Strongly 

Agree 

Code 

Inflations 

Percentage 

IF1 

1. I think levels of 
inflation influence 
taxpayers’ 
perception to pay 
taxes. 

4% 

7% 

19% 

51% 

19% 

IF2 

2. I think low 
inflation level 

triggers corruption 
and thus leading to 
tax evasion and 
avoidance. 

8% 

11% 

23% 

41% 

17% 

IF3 

3. I think high 
inflation level 

triggers corruption 
and thus leading to 
tax evasion and 
avoidance. 

4% 

6% 

21% 

51% 

18% 

IF4 

4. I would pay tax 
if Government 

should therefore 

aggressively tackle 
the inflationary 

trend. 

4% 

5% 

23% 

46% 

22% 


3.2.2.2 Tax Rate 

Perception of the respondents toward tax rate were appraised by using 
item TR1 to TR4 and the result of the descriptive statistics on these items has 
presented as in the table below. Most of the respondents have their agreement 
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on the items that tested on variable of tax rate. Majority of the respondents 
(64%) believe that more people would be encouraged to pay their taxes if the tax 
rate reduced. 48% of respondents disagree that income tax rate does not affect 
their decision on tax non-compliance. 


Table - 6: Descriptive Statistics for Tax Rate 



Questions 

Strongly 

Disagree 

Disagree 

Neutral 

Agree 

Strongly 

Agree 

Code 

Tax Rate 

Percentage 

TRl 

I think the 

current tax rate 
is considered fair 
for every 

taxpayer. 

9% 

14% 

19% 

45% 

13% 

TR2 

If tax rates are 
reduced, I believe 
that more people 
would be 

encouraged to 
pay their taxes. 

2% 

4% 

9% 

64% 

21% 

TR3 

I would be 

motivated to pay 
taxes if tax rates 
are reduced. 

4% 

3% 

10% 

61% 

22% 

TR4 

Income tax rate 
does not affect 
my decision on 
tax non- 

compliance. 

4% 

48% 

15% 

19% 

14% 


3.3 Inferential statistical analysis 
3.3.1 Coefficients Model 

As mentioned earlier, Pearson correlation coefficient (r) is adopted to this 

study. 

By comparing correlation between dependent and independent variables, 
there is a strong negative relationship correlation between compliance behavior 
and deterrence measure (r= -0.887, p<0.01). Besides, there is a moderate 
negative correlation between compliance behavior and tax knowledge (r=-0.511, 
p<0.01). “r” between compliance behaviour and inflations is 0.392, and which 
indicate there is a significant low positive correlation between compliance 
behaviour and inflation. There is significant moderate positive correlation 
between compliance behavior and tax rate (r=0.650, p<0.01). 
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By comparing correlation between each independent variable, tax 
knowledge and deterrence measures shown a moderate positive correlation with 
each other (r=0.525, p<0.01). Inflations and tax rates have a significant high 
positive correlation with each other (r=0.762, p<0.01). 

3.3.2 Regression Model 

3.3.2.1 Non-Economic Factors 

i. Deterrence Tax Measures and Tax Compliance Behaviour 

Hoi: There is no significant relationship between Deterrent Tax 
Measures and Tax Compliance behavior of Self-Employed 
Taxpayer. 

The result shows B= -0.855, (t= -17.962, p<0.05) which implies that we 
reject null hypothesis stating that there is no significant relationship between 
Deterrent Tax Measures and Tax Compliance Behavior of Self-Employed 
Taxpayer. This is because p-value=0.000 is smaller than 0.05 (alpha). The value 
of B indicates there is a negative relationship between Deterrent Tax Measures 
and tax compliance behavior. For each unit increase in Deterrent Tax Measures, 
there is 0.855 units decrease in non-compliance level (tax compliance behavior). 

ii. Tax Knowledge and Tax Compliance behavior 

Ho2: There is no significant relationship between Tax Knowledge 
and Tax Compliance behavior of Self-employed taxpayers. 

The findings shows B= -0.061, (t= -1.275, p>0.05). Thus, we failed to reject 
null hypothesis stating that there is no significant relationship between Tax 
Knowledge and Tax Compliance Behavior of Self-employed taxpayers, as the 
reason of p-value=0.204 is greater than 0.05 (alpha). The value of B indicates 
there is a negative relationship between Tax Knowledge and Tax Compliance 
Behavior. For each unit increase in Tax Knowledge, there is 0.061 units decrease 
in non-compliance level (tax compliance behavior). 

3.3.2.2 Economic Factors 

i. Tax Rate and Tax Compliance Behaviour 

Ho3: There is no significant relationship between tax rate and tax 
compliance behavior of self-employed taxpayers in Kuala Lumpur, 
Malaysia. 

The findings shows B=0.835, (t=0.471, p<0.05). Thus, we reject null 
hypothesis in which stating that there is no significant relationship between Tax 
Rate and Tax Compliance Behavior of Self-employed taxpayers, as the reason of 
p-value =0.000 is lesser than 0.05 (alpha). The value of B indicates there is a 
positive relationship between tax rate and tax compliance behavior. For each 
unit increase in Tax Rate, there is 0.835 units increase in non-compliance level 
(tax compliance behavior). 
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ii. Inflations and Tax Compliance Behaviour 

Ho4: There is no significant relationship between inflation and tax 
compliance behavior of self-employed taxpayers in Kuala Lumpur, 
Malaysia. 

The findings shows B=-0.250, (t=-1.941, p>0.05). Thus, we failed to reject 
null hypothesis in which stating that there is no significant relationship between 
Inflations and Tax Compliance Behavior of Self-employed taxpayers, as the 
reason of p-value =0.055 is greater than 0.05 (alpha). The value of B indicates 
there is a negative relationship between inflations and tax compliance behavior. 
For each unit increase in Tax Rate, there is 0.250 units decrease in non- 
compliance level (tax compliance behavior). 

DISCUSSION OF FINDINGS 

4.1 Tax Deterrence 

The result of this study is in agreement with the findings of Sapiei, Kasipillai 
and Eze (2014) who found that there is a significant negative relationship between tax 
deterrence sanctions and tax non-compliance behavior of corporate taxpayers in 
Malaysia. The findings of this study is also supported by Loo, Mckerchar and 
Hansford (2009), who assert that increase of perceived detection has significant 
influence to taxpayer’s decision to comply with the tax law, due to their fear of being 
audited or penalized. This is again supported by Ali, Fjeldstad, and Sjursen (2013) 
who found that economic deterrence has significant relationship with compliance 
attitude of individuals in South Africa and Kenya. Wilks and Pacheco (2014) found 
evidence for capability of authority to detect and punish tax evader is significantly and 
positively correlated with enforced compliance. 

However, this is opposed by the findings of Anyaduba, Eragbhe and Kennedy 
(2012) as they discovered that deterrent tax measures in Nigeria is insignificant in 
helping the country to promote tax compliance. 

4.2 Tax Knowledge 

Nzioki and Peter (2014), Mukasa (2011) and Mukhlis, Utomo and 
Soesetio (2015), in their review of tax compliance research found that there is a 
significant and positive relationship between tax knowledge and tax compliance. 
However, Kasipillai, Aripin, and Amran (2013) opposed the argument on positive 
correlation between tax knowledge and tax compliance behavior. They claim that there 
is a negative relationship between two variables as they found that tax compliance to be 
higher for taxpayers who were less well educated and older. This is because higher level 
of tax knowledge is associated with well-know about the loophole in tax regulation and 
system know the legal way to reduce or even avoid tax. 

4.3 Tax Rates 

Slemrod (2007) and Palil (2010) conducted a research about “The Economics of 
Tax Evasion” and the research finding stated the significant relationship between non- 
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compliance behavior and tax rate was still uncertain. The research conducted by 
Mas’ud, Alhaji Aliyu and Gambo (2014) shows that there is significant negative 
correlation between tax rate and tax compliance among population in Africa. Next, 
Sour (2011) and Edelbacher, Kratcosk and Dobosyek (2015) found an supported 
the finding of this research in which indicates there is a significantly positive 
relationship between tax rate and tax non-compliance behavior. 

4.4 Inflation 

This study is supported by the research of Lucotte (2010) indicated that there 
is an insignificant and negative relationship between economic factors and tax non- 
compliance behavior. The researcher justified inflation does not matter in affecting tax 
non-compliance decision in Malaysia context. In period of hyperinflation, increasing of 
inflationary financing by government tends to create higher noncompliance behaviors. 
In this case, noncompliance was a main by-product of inflation, not the main factor that 
induces noncompliance. However, the findings of this research are opposed by 
Maria Jesus and Judith (2013) and Ngotho and Kerongo (2014), in their review of 
tax compliance research found that there is a significant and positive relationship 
between inflation and tax non-compliance behavior. 

RECOMMENDATION AND FURTHER RESEARCH 

a) Government’s Role in Executing Tax Education 

Mohd Rizal Palil (2011) formal or informal tax education programs organized by 
tax authority or any independent agencies will not only assist the taxpayer in filling tax 
return correctly but also beneficial for government. Tax education may foster Malaysian 
taxpayers’ awareness of their obligations and responsibilities as a taxpayer in respect of 
Malaysian taxation system. For example, specific tax education on Self-Assessment 
system via online education had introduced in US, UK, Gambella and Canada had 
efficient to cultivate taxpayers’ awareness toward tax administration and to educate 
taxpayers to filling tax return via self-assessment system correctly. 

Due to knowledge of citizens towards consequences of tax evasion will 
significantly affect level of tax noncompliance; tax education will be a sound investment 
for government to create such win-win situation. 

b) Taxation System Reformation and Improve Tax Administration 

Sherly Geogre (2013) recommended Malaysian government to reforms the tax 
rates and to accumulate all tax rates to lump sum rates which will be simple 
understandable and save cost and time. In addition, government might implement 
modern tax system through consider the design of tax system implemented in other 
countries. For example, Australian government included 1% medical levy and 1.5% 
education levy in this lump sum tax where the Australian individual tax rate is 0%- 
45%. 

c) Strict Law Enforcement 

In order to gain public confidence towards tax system, government should 
ensure the transparency and equitable of tax administration through strictly 
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enforcement of tax laws. Inland Revenue Board Malaysian (2013) claims that any tax 
non-compliance, offences or evasion would be imposed penalty accordance with 
provisions of Income Tax Act 1967. 

Mohdali, Isa and Yusoff (2014) have recommended the government to strictly 
enforce tax laws through strengthen the threats of punishment such as imprisonment 
as well as reform the amount of penalty imposed in order to deterring negative 
intention or attitude of taxpayers. This may enhance the tax-compliance attitude of 
taxpayers hence deterring issues of tax avoidance and evasion. 

LIMITATION 

(a) Low cooperativeness of respondents 

(b) Respondents doubt the reliability of confidential statement 

(c) Sample size of taxpayers is not large enough to represent the West Malaysia 
population 

(d) Geographical limitation 

(e) Time and financial constraints 

CONCLUSION 

The major finding in this research indicated that economic and non-economic 
factors have a significant and positive relationship self-employed taxpayers’ tax 
compliance behaviour in Kuala Lumpur, Malaysia. The result shown that the economic 
factors (inflation and tax rates) and non-economic factors (tax knowledge and tax 
deterrence) predictors have a significantly positive influence on self-employed tax 
payers’ tax compliance behaviour. 
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